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OATH OR AFFIRMATION

1, GLEN DAVIS, swear (or affirm) that, to the best of my knowledge and belief the accompanying financial statement and
supporting schedules pertaining to the firm of PAULSON INVESTMENT COMPANY, INC., as of DECEMBER 31,
2003 are true and correct. [ further swear (or affinm) that neither the company nor any partner, proprietor, principal
officer or director has any proprietary interest in any account classified solely as that of a customer, except as follows:
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(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprietors’ Capital.

() Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(§) A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under rule 15¢3-3 and the

| Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Conditions with respect to methods of
‘ consolidation.
(1) An Qath or Affirmation.
;(m) A copy of the SIPC Supplemental Report.
_{n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
' (0) Report of Independent Certified Public Accountants on Internal Control Required by SEC Rule 17a-5.
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; Grant Thornton &

Accountants and Management Consultants

Report of Independent Certified Public Accountants

. Board of Directors
. Paulson Investment Company, Inc.
- (A wholly-owned subsidiary of Paulson Capital Corp.)

' We have audited the accompanying statement of financial condition of Paulson Investment Company, Inc. as

' of December 31, 2003, and the related statements of income, changes in stockholder’s equity and cash flows

- for the year then ended. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Paulson Investment Company, Inc. as of December 31, 2003, and the results of its operations and
its cash flows for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

Portland, Oregon
January 30, 2004

Suite 800

" 111 S.W. Columbia

= Portland, OR 97201-5864
T 503.222.3562
F 503.295.0148

W www.grantthornton.com

___ Grant Thornton LLP 1
- US Member of Grant Thornton International
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Paulson Investment Company, Inc.

STATEMENT OF FINANCIAL CONDITION

December 31, 2003

ASSETS

Cash and cash equivalents
‘Trading and investment securities
- Underwriter warrants, at estimated fair value
' Recetvable from correspondent broker-dealer

Receivables from and advances to non-customers

. Other assets

LIABILITIES AND STOCKHOLDER'S EQUITY

' Accounts payable and accrued expenses

Securities sold, not yet purchased, at market value
Payable to correspondent broker-dealer
Deferred income taxes

Stockholder’s equity
Preferred stock, no par value; authorized, 500,000
shares; no shares issued and outstanding
Common stock, no par value; authorized 1,000,000
shares; 400,100 shares issued and outstanding
Receivable from Parent
Retained earnings

The accompanying notes are an integral part of this statement.
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33,585,608

$ 155,023
18,951,237
6,311,000
7,162,476
744,184

1,359,300

$34.683.220

$ 2,513,110
19,051
496,181

3,246,100

6,274,442

2,015,565
(7,192,395)

28,408,778

$34,683,220



Paulson Investment Company, Inc.

STATEMENT OF INCOME

Year ended December 31, 2003

Revenues

. Cormmissions
Net gains from trading and investment securities
Revenue from underwriting and selling groups
Revenue from sale of investment company shares
Other revenue

- Expenses
Employee compensation and benefits
Underwriting expenses
Other operating expenses

Income before income taxes

Income taxes
Current benefit
Deferred expense

NET INCOME

The accompanying notes are an integral part of this statement.
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$16,427,157
4,231,125
6,801,330
169,962

40,038

27,669,612

17,518,812
528,397

3,725,747
21,772,956

5,896,656

(1,120,800)

3,246,100
2,125,300

$ 3,771,356



Paulson Investment Company, Inc.
STATEMENT OF CHANGES IN STOCKHOLDER’S EQUITY

Year ended December 31, 2003

Receivable
Common Stock From Retained
Shares Amount Parent Earnings Total
* Balance at December 31, 2002 400,100  $ 2,015,565 $ (8,552,996) $ 29,814,252 $ 23,276,821
| Net change in receivable from Parent - - 1,360,601 - 1,360,601
* Net income - - - 3,771,356 3,771,356
“ Balance at December 31, 2003 400,100 $ 2,015,565 $ (7,192395)  §$ 33,585,608 $ 28,408,778

The accompanying notes are an integral part of this statement.
4
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Paulson Investment Company, Inc.
STATEMENT OF CASH FLOWS

Year ended December 31, 2003

" Increase (Decrease) in Cash and Cash Equivalents

- Cash flows from operating activities
Net income $3,771,356
Adjustments to reconcile net income to net

cash used in operating activities

Deferred income taxes 3,246,100
Changes in assets and liabilities ‘
Trading and investing securities, net (1,023,518)
Underwriter warrants, net (3,597,000)
Receivable from correspondent broker-dealer (3,235,727)
Receivables from noncustomers (62,529)
Other assets (200,562)
Accounts payable and accrued expenses 1,432,481
Securities sold, not yet purchased (41,792)
Payable to correspondent broker-dealer (1,591,726)
Net cash used in operating activities (1,302,917)
Cash flows from financing activities
Net change in receivable from Parent 1,360,601
Net increase in cash and cash equivalents 57,684
Cash and cash equivalents at beginning of year 97,339
Cash and cash equivalents at end of year $ 155,023

Cash paid during the year for:
Interest
Income taxes

©3 o

The accompanying notes are an integral part of this statement.
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Paulson Investment Company, Inc.
NOTES TO FINANCIAL STATEMENTS

December 31, 2003

NOTE A - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Paulson Investment Company, Inc. (the Company), a wholly-owned subsidiary of Paulson Capital Corp.
(the Parent), is an Oregon corporation and a registered broker-dealer in securities under the Securities
Exchange Act of 1934, as amended, and is a member of the National Association of Security Dealers
(NASD). The Company renders broker-dealer services in securities on both an agency and principal basis
to its customers who are fully introduced to Correspondent Services Corporation (CSC), a subsidiary of
National Financial Services, LLC. The Company also acts as a lead or participating underwriter for over-
the-counter securities offerings. The Company is exempt from the reserve requirements under SEC Rule
15¢3-3(k)(2)(ii) since it does not handle or carry customer securities and cash. The Company operates
throughout the United States.

A summary of the Company’s significant accounting policies applied in the preparation of the
accompanying financial statements follows.

1. Security Transactions

Security transactions and related revenue are recorded on a trade date basis. Manager’s fees, underwriter’s
fees, and other underwriting revenues are recognized at the time the underwriting is completed. Tax shelter
revenue is recognized at the time individual tax shelter units are sold. Revenue from the receipt of
underwriter warrants, received in corporate finance transactions, is recognized on the date the warrants are
received based on the estimated fair value of the securities received as estimated using the Black-Scholes
option-pricing model. Marketable securities are valued at market value, and securities not readily
marketable are valued at fair value as determined by management. The fair value of not readily marketable
securities is estimated by management using available information including the following: quoted market
prices of similar securities (i.e., unrestricted shares of the same company); price of recent known trades of
the same or similar securities; the cost of the security if recently purchased, adjusted for changes in the
financial condition of the issuer; all other information available from review of available documents related
to the issuer or discussions with management of the issuer. Changes in the value of these securities are
reflected currently in the results of operations. Underwriter warrants are valued at estimated fair value
using the Black-Scholes option-pricing model, taking into account the exercise price, remaining life of the
warrant, the current price of the underlying stock and its expected volatility, expected dividends on the
stock and the risk-free interest rate for the remaining term of the warrant. Changes in the estimated fair
value of these underwriter warrants are reflected currently in the results of operations. :

2. Fair Value of Financial Instruments

The carrying amounts reflected in the financial statements for cash and cash equivalents, receivables, notes
receivable and payables approximate their respective fair values due to the short maturities of these
instruments. The fair values of securities owned and securities sold, not yet purchased are equal to the
carrying value. Changes in the market value of these securities are reflected currently in the results of
operations for the year.
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Paulson Investment Company, Inc.
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2003

;NOTE A - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
i Continued

3. Income Taxes

Income taxes are accounted for in accordance with SFAS 109, Accounting for Income Taxes. SFAS 109
requires an asset and liability method of accounting for income taxes. Under the asset and liability method,
deferred tax assets and liabilities are recognized for temporary differences between financial statement and
income tax bases of assets and liabilities. Deferred tax assets and liabilities are measured using the tax rates
and laws that are currently in effect. In addition, the standard requires that the amount of any future tax
benefits will be realized.

The Company’s taxable income or loss is included in the consolidated federal and state income tax returns

of the Parent. The Parent allocates income tax expense or benefit to the Company based upon its

contribution to taxable income or loss as if the Company were filing a separate return. Deferred taxes are

recorded on the financial statements of the Company. Currently payable/refundable taxes are recorded in
-~ -Receivable from Parent.

4. Cash Flows

For purposes of reporting cash flows, cash and cash equivalents include cash on hand, cash due from banks,
certificates of deposit and highly liquid debt instruments purchased with a maturity of three months or less.

5. Use of Estimates

In preparing the Company’s financial statements, management is required to make estimates and
assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those estimates.

NOTE B - RECEIVABLE FROM AND PAYABLE TO CLEARING ORGANIZATION

The Company introduces all customer transactions in securities traded on U.S. securities markets to CSC on a
fully-disclosed basis. The agreement between the Company and its clearing broker provides that the
Company is obligated to assume any exposure related to nonperformance by customers or counterparties. The
Company monitors clearance and settlement of all customer transactions on a daily basis. The exposure to
credit risk associated with the nonperformance of customers and counterparties in fulfilling their
contractual obligations pursuant to these securities transactions can be directly impacted by volatile trading
markets which may impair the customer's or counterparty’s ability to satisfy their obligations to the
Company. In the event of nonperformance, the Company may be required to purchase or sell financial
instruments at unfavorable market prices resulting in a loss. Management does not anticipate significant
nonperformance by customers and counterparties in the above situations.

In addition to the clearing services provided, CSC also advances money to the Company to finance its
trading accounts. Amounts payable to CSC are included in payable to correspondent broker-dealer in the
Statement of Financial Condition.



Paulson Investment Company, Inc.
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2003

- NOTE C - RECEIVABLES FROM NONCUSTOMERS

Receivables from and advances to noncustomers consist of the following:

Officers $ 85,772
Employees 228,274
Independent brokers 28,385
Other 401,753

$ 744,184

Noncustomer receivables relate principally to advances and expenses in excess of commission earnings and
inventory losses charged to the Company’s employees and registered representatives and are recorded at
cost. An allowance is recorded for specific amounts when they are determined by management to be
uncollectable. During the year ended December 31, 2003, noncustomer receivables of $367,796 were
determined by management to be uncollectible and written off.

NOTE D - TRADING AND INVESTMENT SECURITIES

Securities owned and securities sold, but not yet purchased, consist of trading and investment securities at

market values or estimated fair value if not readily marketable, as follows:
Sold, Not Yet

Owned Purchased
State and municipal obligations $ 186510 § -
Corporate equities 18,764,727 19,051

$18,951,237 § 19,051

As a securities broker-dealer, the Company is engaged in various securities trading and brokerage activities
as a principal. In the normal course of business the Company has sold securities that is does not currently
own and will therefore be obligated to purchase such securities at a future date. The Company has recorded
this obligation in the financial statements at the December 31, 2003 market value of the related securities
and will incur a trading loss on the securities if the market price increases and a trading gain if the market
price decreases subsequent to December 31, 2003,

Included in trading and investment securities are certain securities which are not readily marketable.
Securities not readily marketable include investment securities (a) for which there is no market on a
securities exchange or no independent publicly quoted market, (b) that cannot be publicly oftered or sold
unless registration has been effected under the Securities Act of 1933, or (c) that cannot be offered or sold
because of other arrangements, restrictions, or conditions applicable to the securities or to the Company. At
December 31, 2003, these securities consist of corporate stocks and warrants at estimated fair values of
approximately $11,909,000. Included in the $11,909,000 is approximately $3,370,000 of securities subject
to the SEC’s blockage rule.
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Paulson Investment Company, Inc.
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2003

NOTE E - UNDERWRITER WARRANTS

The estimated fair value of warrants is determined by management using the Black-Scholes option-pricing
model, taking into account the exercise price, remaining contractual life of the warrant, the current price of the
underlying stock and its expected volatility, expected dividends on the stock and the risk-free interest rate for
the remaining term of the warrant (see Note Al). The warrants generally have a five-year expiration date and
vest immediately. The warrants are generally subject to a one-year restriction period in which the Company
cannot exercise the warrants. The expected volatility factors are determined using historical volatility of the
underlying stock if available and historical volatility of a peer group if volatility for the underlying stock is not
available.

The following table summarizes activity in underwriter warrants:

Estimated fair value at January 1, 2003 $2,714,000
Warrants received, net of employee compensation 2,968,565
Warrants expired (532,533)
Unrealized appreciation in estimated value 1,160,968
Estimated fair value at December 31, 2003 $6,311,000

NOTE F - INCOME TAXES

Income tax expense for the year ended December 31, 2003, differs from the amount calculated at the
federal statutory rate, as follows:

Federal income tax at the statutory rate $2,004,900
State and local income tax, net of federal taxes 353,200
Difference due to tax rate changes (24,800)
Permanent differences and other (8,000)
Decrease in valuation allowance on net deferred tax asset (200,000)
$2,125,300

The Company’s net deferred tax asset (liability) consists of the following:

Contributions carryover $ 8,900
Accrued expenses 47,500
Unrealized gain on securities (3,645,700)
State net operating loss carryforwards and credits 446,200
Net deferred tax liability, before valuation allowance (3,143,100)
Valuation allowance (103,000)
Net deferred tax liability $(3,246,100)
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Paulson Investment Company, Inc.
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2003

" NOTE F - INCOME TAXES - Continued

The Company has recorded a valuation allowance in the amount of $103,000 based upon management’s
assessment that it is more likely than not that a portion of the deferred tax assets related to state net
operating loss carryforwards will not be realized. The change in the valuation allowance was recorded in
the fourth quarter of 2003. Management will continue to review the net deferred tax asset and may adjust
the valuation allowance in future periods based upon their assessment of existing facts and circumstances.

State net operating loss carryforwards and credits totaling approximately $446,000 begin to expire in 2004.

NOTE G - PROFIT-SHARING PLAN

Retirement benefits for employees of the Company who have completed certain service requirements, are
provided by a defined contribution profit-sharing plan. The Company contributed $150,000 to the plan for
the year ended December 31, 2003.

NOTE H - RELATED PARTY TRANSACTIONS

The Company incurred charges of $192,000 from its Parent for management and computer services during
the year ended December 31, 2003. The Company also advances funds to and receives funds from its
Parent in the normal course of business. Included in the receivable from Parent, is approximately
$1,120,800 of current income taxes receivable related to 2003.

NOTEI- LEASES

The Company leases office space under the terms of various non-cancelable operating leases. The future
minimum payments, by year and in aggregate, required for leases with remaining terms of one year or more
consist of the following:

Year ending December 31,

2004 $ 344923
2005 353,838
2006 334,152
2007 349,146
Thereafter 509,796

$1,891,855

Rental expense for all operating leases amounted to $494,383 in 2003.
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Paulson Investment Company, Inc.
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2003

' NOTE J - CONTINGENCIES

The Company has been named by individuals in certain legal actions, some of which claim state and federal
securities law violations and claim principal and punitive damages. As preliminary hearings and discovery
in these cases is not complete, it is not possible to assess the degree of liability, the probability of an
unfavorable outcome or the impact on the Company’s financial statements, if any. The Company’s
management denies the charges in these legal actions and is vigorously defending against them. No
provision for any liability that may result from these contingencies has been made in the financial
statements. The Company maintains insurance coverage which limits its exposure on settlements.

NOTE K - NET CAPITAL REQUIREMENT

The Company is subject to the net capital rule (Rule 15¢-3-1) of the Securities and Exchange Commission.
This rule prohibits the Company from engaging in any securities transaction at a time when its “aggregate
indebtedness” exceeds fifteen times its “net capital” as those terms are defined by the rule.
At December 31, 2003, the Company’s net capital and required net capital were $14,338,359 and $167,540,
respectively, and its ratio of aggregate indebtedness to net capital was .18 to 1. The Company’s absolute
minimum required net capital is $100,000. Trading and investment securities represent potentially volatile
components of net capital.

NOTE L - CONCENTRATION OF RISK

Approximately $4,527,000 and $4,869,000 of the Company’s trading and investment securities are invested
in the common stock of two companies.

11
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Grant Thornton &

Accountants and Management Consultants

Report of Independent Certified Public Accountants
on Supplementary Information Required by SEC Rule 17a-5

* Board of Directors
- Paulson Investment Company, Inc.
- (A wholly-owned subsidiary of Paulson Capital Corp.)

. We have audited the accompanying financial statements of Paulson Investment Company, Inc. as of and for
. the year ended December 31, 2003, and have issued our report thereon dated January 30, 2004. Our audit was
. conducted for the purpose of forming an opinion on the basic financial statements taken as a whole.
. The information contained in Schedules I and II is presented for purposes of additional analysis and is not a
- required part of the basic financial statements, but is supplementary information required by Rule 17a-5 of the

Securities and Exchange Act of 1934. Such information has been subjected to the auditing procedures applied

in the audit of the basic financial statements and, in our opinion, is fairly stated, in all material respects, in
. relation to the basic financial statements taken as a whole.

i
Portland, Oregon /

January 30, 2004

Suite 800
111 S.W. Columbia
- Portland, OR:97201»5864

. T 503.222.3562
F 503.295.0148

— W www.grantthornton.com

__ Grant Thornton LLP' 13
US Member qf Grant Thornton International




Paulson Investment Company, Inc.

COMPUTATION OF NET CAPITAL UNDER SEC RULE 15¢3-1

December 31, 2003

~ Aggregate indebtedness
Total liabilities
Less, nonaggregate indebtedness liabilities

Aggregate indebtedness

* Net capital
Total stockholder’s equity
Adjustments to net capital pursuant to Rule 15¢3-1
Add
Deferred tax liability related to items deducted below
Deduct
Nonallowable assets
Securities not readily marketable
Blockage
Receivables from noncustomers
Other assets
Haircuts on securities

Net capital
Minimum net capital requirement

Excess net capital over minimum requirements

Ratio of aggregate indebtedness to net capital

14

$ (8,541,475)
(3,367,383)
(744,184)

(1,359,300)

Schedule 1

$ 6,274,442

(3,761,332)

$ 2,513,110

$28,408,778

2,557,900

(14,012,342)
(2,615,977)

14,338,359
167,540
$14,170,819_

A8to 1




Paulson Investment Company, Inc.

“ Schedule 11

RECONCILIATION OF THE COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1

December 31, 2003

Aggregate indebtedness

Aggregate indebtedness as of December 31, 2003, per unaudited
report filed by respondent

Adjustments:
Additional liabilities recorded by respondent

Aggregate indebtedness at December 31, 2003, as adjusted

Net capital

Net capital as of December 31, 2003, per unaudited
Report filed by respondent

Adjustments:
Additional liabilities recorded by respondent
Additional deduction for securities not readily marketable
Adjustment for haircuts on securities
Less portion of deferred tax liability previously classified in equity

Net capital as of December 31, 2003, as adjusted

15

§ 2,463,110

50,000

$17,072,834

(50,000)
(2,230,475)
234,200

(688,200)



| Grant Thornton &

Accountants’' and Management Consultants
|

3 Report of Independent Certified Public Accountants
: on Internal Control Required by SEC Rule 17a-5

' Board of Directors
' Paulson Investment Company, Inc.

- (A wholly-owned subsidiary of Paulson Capital Corp.)

© In planning and performing our audit of the financial statements of Paulson Investment Company, Inc. (the
Company) as of and for the year ended December 31, 2003, we considered its internal control, including
control activities for safeguarding securities, in order to determine our auditing procedures for the purpose of
' expressing our opinion on the financial statements and not to provide assurance on internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company, including tests  of such practices and
procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in making the periodic
computations of aggregate indebtedness and met capital under Rule 17a-3(a)(11) and for determining
compliance with the exemptive provisions of Rule 15¢3-3. Because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer securities, we did not review the
practices and procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications and comparisons,
2. Recordation of differences required by Rule 17a-13,

| 3. Complying with the requirements for prompt payment for securities under Section 8 of Federal
! Reserve Regulation T of the Board of Govemnors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining an internal control structure
and the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs of
internal control structure policies and procedures and of the practices and procedures referred to in the
preceding paragraph and to assess whether those practices and procedures can be expected to achieve the
SEC’s above-mentioned objectives. Two of the objectives of an internal control structure and the practices
and procedures are to provide management with reasonable, but not absolute, assurance that assets for which
the Company has responsibility are safeguarded against loss from unauthorized use or disposition and that
transactions are executed in accordance with management’s authorization and recorded properly to permit the
preparation of financial statements in accordance with generally accepted accounting principles. Rule 17a-
5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.

~ Suite 800 °

111 S.W. Columbia

- Portland, OR 97201-5864
T 503.222.3562

F 503.295.0148

W www.grantthornton.com

Grant Thorriton LLP 16
US Member of Grant Thornton International
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Because of inherent limitations in any internal control structure or the practices and procedures referred to
.above, errors or irregularities may nevertheless occur and not be detected. Also, projection of any evaluation
‘of them to future periods is subject to the risk that they may become inadequate because of changes in
:conditions or that the effectiveness of their design and operation may deteriorate.

- Qur consideration of the internal control structure would not necessarily disclose all matters in the internal
- control structure that might be material weaknesses under standards established by the American Institute of
- Certified Public Accountants. A material weakness is a condition in which the design or operation of the
" specific internal control structure elements does not reduce to a relatively low level the risk that errors or
- irregularities in amounts that would be material in relation to the financial statements being audited may occur
- and not be detected within a timely period by employees in the normal course of performing their assigned

functions. However, we noted no matters involving the internal control structure, including procedures for

- safeguarding securities, that we consider to be material weaknesses as defined above.

" We understand that practices and procedures that accomplish the objectives referred to in the second

paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the

- Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not

accomplish such objectives, in all material respects, indicate a material inadequacy for such purposes. Based

- on this understanding and on our study, we believe that the Company’s practices and procedures were
- adequate at December 31, 2003, to meet the SEC’s objectives.

. This report is intended solely for the information and use of the Board of Directors, management, the SEC, the

National Association of Securities Dealers and other regulatory agencies which rely on Rule 17a-5(g) under
the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and should not be

used by anyone other than these specific parties.

Portland, Oregon

January 30, 2004
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